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Sauber: Quarterly Plan Review

Some advocates of profit planning think the annual
plan, once adopted, should he held to throughout the
year. Others favor revision whenever circumstances
change. This author makes a case for a compromise—

THE QUARTERLY PLAN REVIEW
by Ralph W. Sauber
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plan that no longer represents top
management’s program.
Case Study No. 1. A medium
sized electronics company recently
experienced the following changes
during one twelve-month period: A
giant competitor began marketing
an item that duplicated its major
product; Japanese companies en
tered the field, competing with some
lesser products; the engineering de
partment was unable to meet time
schedules for final drawings on two
new products; and a third new prod
uct was released by engineering
and was manufactured on time but
failed to pass quality control tests.
Although some members of this
management might be criticized for
Management Services
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general agreement that the market
attitude seems to be, “I have ac
ing manager could not be held re
complished full disclosure, and my
sponsible for failure to achieve his
responsibility is fully discharged.”
The fact that management does
original sales plan. Since these
events made the plan obsolete dur
not have current yardsticks for
ing the first part of the year, should
measuring performance and must
the marketing function be saddled
go through detailed written or men
with this plan, month after month,
tal calculations to adjust the plan
for the remainder of the year?
to current operations does not seem
to trouble this group.
A second “annual plan” group
Case Study No. 2. A soft goods
concedes that the plan should be
distributor lost its franchise on a
adjusted when unusual situations
major product. When this item was
occur if the effect is material. The
eliminated from the product line,
main
question here is, “How often
several distribution centers were too
should
we adjust?”
large for their volume. Their over
In
one
of the cases just set forth
head had to be reduced. Ware
substantial
changes in operations oc
housing operations were centralized
curred
in
January, March, and
and several outlying facilities were
April.
If
the
plan had been for
The greatest advantage
eliminated. The original plan be
mally
revised
on
each
occasion,
this
came virtually worthless because it
of the quarterly review is
would have, in effect, required four
could not be meaningfully related
separate
plans
(
including
the
origi
to the changed operation.
that everyone in the
nal annual plan) in four months.
Changing
so
often
may
bring
pro
Case Study No. 3. A large ship
organization becomes plan
tests from operating departments,
ping company suffered two succes
especially
when
it
must
be
done
on
sive strikes during the same twelve
conscious. The review takes
short notice and when considerable
month period. Passenger volume
detail is required to develop top
fell off to the point where one ship
place on schedule.
figures.
had to be drydocked; eventually it

was sold. Through a fortunate pur
chase, a surplus freighter was ac
quired and mechanized. The re
sultant savings in loading, unload
ing, and turn-around time reduced
the cost of freight operations. In
these circumstances, should the op
erations and management of the
passenger and freight divisions be
measured by the original plan?
To change or not to change

In all of the cases outlined above
none of the changes was known or
reasonably foreseeable at the begin
ning of the plan year. When faced
with situations such as these, pro
ponents of the “sacred annual plan”
tend to disagree.
One group of “annual plan” pro
ponents holds that the original plan
should remain inviolate, with all
variances explained by footnote.
Even if a substantial change in op
erations took place in January,
they would carry the explanation
throughout the remaining eleven

Since operating managers
How quarterly review works

There is a compromise between
the two extremes that avoids the
major disadvantages of each of
them. This is regular quarterly re
view of the annual operating plan.
The greatest advantage of the
quarterly review is that everyone in
the organization becomes plan
conscious. The review takes place
on schedule, regardless of whether
operations have proceeded as
planned or whether substantial
changes have occurred. Since oper
ating managers are accustomed to
this schedule and have ample ad
vance notice, they do not object to
submitting plan information.
At the beginning of the fiscal year
the controller’s department issues a
schedule (frequently in the form
a profit planning bulletin) establish
ing submission dates for the various
portions of the plan for each quar
ter. A sample schedule might look
something like Exhibit 1 on page 24.
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Quarterly review does not necessarily mean quarterly revision. . . .

In addition to this annual schedule,
supplemental bulletins are issued
well in advance of each quarter as
reminders
the approaching due
dates.
Exhibit 1 refers to the dates
top management review. However,
the wise controller, so that gross
discrepancies can be adjusted early,
will keep his staff in touch with di
vision managers as planning pro
gresses. The operating managers ap
preciate this assistance, and it saves
time for the profit planning depart
ment as well as for top management.
The astute observer will note that
the last item of the plan is sub
mitted on the last day of each quar
ter, although the first statements
under the new plan are not ren
dered until after the close of the
first month of the new quarter. This
“lag period” provides some vital
time during which the profit plan
ning department obtains necessary
approvals from executives who may
have been out of town, makes last...................................................
minute
corrections in sales and ex
Plan

pense budgets, and obtains manage
ment decisions on a myriad of
disparities that invariably occur as
the various facets of the plan are
integrated.

ing manager to cancel purchase
orders for certain long-lead-time
materials, institute an arbitrary 30days’-supply rule on future pur
chases, and reduce the work force.
Although this “meat axe” approach
was effective in reducing inven
tories, it was costly in terms of can
cellation charges, production crises,
air freight, and stock-outs. Of more
lasting value was the fact that the
president inaugurated a policy of
full-scale, formal plan review every
three months, which has worked
well ever since.

Case Study No. 4. The sales of a
hard goods manufacturing company
were 9 per cent below plan after
the first three months of 1960 (a
“recession” year). The marketing
manager insisted that the deficiency
would be recovered over the bal
ance
the year, and the president
concurred. The original sales plan
was continued in force, and the
manufacturing department contin
Keview vs. change
ued to produce according
that
Quarterly review does not neces
plan.
sarily mean quarterly revision.
By the end of June, 1960, sales
When managers are asked to submit
were 11 per cent below plan. Inven
their plans for the remainder of the
tories were excessively high, and
year, they may elect to resubmit
this, plus other factors, brought
their previous figures. Such items as
about a serious cash shortage.
research costs and administrative
Alarmed, the president told the
expense could remain
constant even
marketing manager to reduce the
_______
____
____________________
_____
.....................
...................................................................
_____
....................................
_______________________________________________
.......................
..................................
__
though
other areas did
change.

s forecast
to an.......................................................
attainable
level.
Manufacturing budgets, however,
He then instructed the manufactur
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EXHIBIT I

SUMMARY OF
ANNUAL PROFIT PLANNING SCHEDULE

Element
Gross and net sales units and dollars
Capital expenditures and major repair budgets
Material usage, direct labor loading, manufacturing overhead
Inventory turnover and balances
Gross profit, by product line
Research and development, selling, and administrative expense
Other income and expense
..
Receivables, turnover, and balances
Cash forecast
Notes and accounts payable and other balance sheet items
PLANNED INCOME STATEMENT AND BALANCE SHEET

*This date varies widely from company to company. Some provide more time to allow for preparation of subsequent schedules;
others provide less time so that sales forecasts will be as "fresh"

Published by eGrove, 1964

Time
advance of
new quarter
4 weeks*
3 weeks
3 weeks
2 weeks
2 weeks
2 weeks
1 week
1 week
1 week
1 week

1st
Quarter

2nd
Quarter

3rd
Quarter

4th
Quarter

March 3
March 3
March 10
March 17
March 17
Merch 17
March 24
March 24
March 24
March 24
March 31

June 2
June 2
June 9
June 16
June 16
June 16
June 23
June 23
June 23
June 23
June 30

Sept. 2
Sept. 2
Sept. 9
Sept. 16
Sept. 16
Sept. 16
Sept. 23
Sept. 23
Sept. 23
Sept. 23
Sept. 30

Dec. 3
Dec. 3
Dec. 10
Dec. 17
Dec. 17
Dec. 17
Dec. 24
Dec. 24
Dec. 24
Dec. 24
Dec. 31

as possible. A few companies use a tentative sales figure to
initiate planning and then adjust all applicable figures if the
final sales figures differs significantly from the tentative one.
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are closely related to the sales plan,
and any change in sales volume that
is too great to be absorbed by in
ventory fluctuation requires adjust
ment of manufacturing budgets.
‘Rolling quarter’ technique

Even if no revisions occur any
where in the plan, each manager
still has some planning to do every
three months; he must add another
quarter to his current forecast. As
each quarter of the plan is converted
actual, another quarter is added
to the forecast so that current plan
ning will cover at least twelve
months at all times. An illustration
of the “rolling quarter” technique is

shown in Exhibit 2 on this page.
As indicated by Exhibit 2, the
plan for a new fiscal year is a rela
tively simple undertaking, since
three-fourths
the work has been
done at the end of the first three
quarters. This technique eliminates
the usual year-end budgeting “
jam” by spreading the planning
function throughout the entire year.
The new year’s plan shows each
quarter separately, with the first
quarter broken down by months.
(See Exhibit 3 on page 26.)
Companies preparing long-term
plans usually update them at the be
ginning of each fiscal year. The sec
ond year is broken down by six
month periods, while the third and

subsequent years are shown by
annual periods only.
Annual vs. quarterly variances

The most common objection
the rolling quarter approach is that
it does not permit accumulation of
annual variances from the original
plan. When the plan is revised at
the end of the first quarter, actual
figures replace the first-quarter-plan
figures in subsequent year-to-date
statements. Thus, variances are not
accumulated for more than three
months if the plan is revised quar
terly.
However, even when the plan is
revised every quarter, management

EXHIBIT 2
"ROLLING QUARTER" CONCEPT

Current Year

Suc-

CURRENT
YEAR

SUCCEEDING
YEAR

Note: As used above, the word "Plan" refers to figures that have been finally approved, while "Fore
cast" refers to figures that have been approved
principle only. Final review and approval are
postponed until the beginning of the new fiscal year.

November-December, 1964
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It is the annual budget preparation that causes consternation. . . .

still retains excellent data for an
annual performance review. The re
view for a sales manager might look
something like Exhibit 4 on page 27.
The question here is whether
management has better performance
measurement with one annual plan
that is not, at year’s end, compara
ble to the products and organiza
tion in existence or whether it is
better off with four quarterly plans
that are generally comparable to
operations for the period measured.
W7ork load

Another objection the quarterly
review is that “it’s too much work to
be reviewing or changing plans that
often.” This objection comes only
from those who have not tried the
quarterly approach. Those who have
used it are aware that, after the sec

ond quarterly review is finished, the
scheduled reviews fall into a routine,
and managers accept advance plan
ning as a regular part of their way
of life.
As a matter of fact, it is the oncea-year budget preparation that
causes company-wide consternation.
budgeting habit or routine has
been established, and, therefore, it
is difficult to motivate operating
managers to take their planning
seriously.
Some companies make a fetish
annual capital expenditure budget
ing and then ignore the whole thing
after only a few months have gone
by.
This annual undertaking some
times represents a prodigious effort.
It frequently involves cost justifica
tion schedules; return on investment
studies; discounted cash-flow anal

yses; budget numbers for approved
items; authorization for expenditure
forms for later, secondary approval;
and a myriad of other forms and
procedures that are quite generally
ignored when the vice president for
manufacturing needs something and
gets the president’s ear for his
project.
The intent here is not to ridicule
any of the above techniques, which
are all excellent tools when properly
used. The point is that it is not nec
essary to prepare a complete an
nual budget that will probably fall
into disuse long before the end of
the year.
When a quarterly capital expendi
ture budget is used, budget ap
proval is tantamount to authoriza
tion for expenditure. No subsequent,
secondary approval need be ob
tained because no commitment is

EXHIBIT 3
ANNUAL PROFIT PLAN SUMMARY ($000's)
First Quarter

Jan.

Net sales
Cost of sales
Gross profit

Expenses:
Research
Selling
Administrative

Total
Operating profit

Feb.

$7,500

$7,000
5,100

March

$8,500
6,140

Total

$23,000
16,640

2nd*

3rd

4th

Qtr.

Qtr.

Qtr.

16,920

$26,000
17,940

$27,000
18,500

Total
Year
$100,000
70,000

30,000
30.0%

27.8%

6,360
27.6%

8,500
31.5%

7,080
29.5%

31.0%

200
2.3%

2.6%

700
2.6%

800
3.3%

900
3.5%

3.0%

600
8.5%
330
4.7%

600
7.1%
340
4.0%

1,800
7.8%
1,000
4.3%

2,100
7.8%
1,000
3.7%

8.3%
1,000
4.2%

8.1%
1,000
3.8%

8,000
7.0%
4,000
4.0%

1,130
15.1%

1,130
16.1%

1,140
13.4%

14.7%

3,800
14.1%

3,800
15.8%

4,000
15.4%

15,000
15.0%

$ 970
12.9%

$ 770
11.0%

$1,220
14.4%

$2,960
12.9%

$ 4,700
17.4%

$ 3,280
13.7%

$ 4,060
15.6%

$ 15,000
15.0%

Amount
Per cent

28.0%

1,900
27.1%

Amount
Per cent

200
2.7%

200
2.9%

Amount
Per cent
Amount
Per cent

600
8.0%
330
4.4%

Amount
Per cent
Amount
Per cent

•

*Opinion varies as to whether the second quarter should also be
broken down by months or can be shown as one quarterly period.
The latter presentation was elected
to save space.
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8,060

600

2,000

2,100
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approved for more than three
months and the month during
which the company may be com
mitted is spelled out in the budget.
The budget summary form is shown
in Exhibit 5 below.
This summary is supported by de
tailed lists of assets, by month of
commitment, for the first three
months. Before approval, various
justification forms had been sub
mitted to the capital expenditure
committee or other reviewing au
thority.
The totals in the second quarter
and second half are mainly for the
purpose of evaluating annual ex
penditures in relation to deprecia
tion and replacement policies, com
pany growth, profit improvement,
etc. Items requested during these
periods need not be justified at this
point. Only items over a stipulated
amount (say $10,000 for the second
quarter and $25,000 for the second
half) are even listed for the later
periods.
Since the capital expenditure re
view committee meets every three
of
months,
there is no point in discuss
ing, approving, or disapproving
items that may be obsolete, inade
quate, or unnecessary by a year
from the meeting date.
The company described in Case
Study No. 4 had expended 82 per

cent of its annual capital expendi
ture budget by June 30. By the time
the barn door was finally closed,
additional production capacity had
been acquired for a nonexistent in
crease in
volume.
The expense increase, however,
was very real. Depreciation and
other costs were now being incurred
for idle equipment. Even more im
mediate was the effect on the cash
position, which also suffered from
excessive inventory accumulation as
described earlier.
Timing of capital expenditures

Under an annual capital expendi
ture budget, rules for testing the
reasonableness of the total expendi
ture are applied on an annual basis.

Once the total amount the budget
has been established, the question
the timing of the various expendi
tures must be resolved, and this key
item is not always given proper
attention.
There seems to be a built-in ten
dency for operating people to want
to acquire their equipment at the
earliest possible date, just as sales
people frequently tend to forecast
their greatest gains at the latest
possible time in the plan period.
Although the quarterly plan re
view is no panacea for
the
problems of management, it does
help resolve both these problems
timing. If sales are going to improve,
they must increase in the imme
diate, as well as the distant, future;
if expenditures are to be reasonable,

EXHIBIT 4
SALES PERFORMANCE BY QUARTERS
Favorable

Quarter

Variance .
(Unfavorable)

Actual

Amount

%

First
Second
Third
Fourth

$23,000
23,000
22,500
23,000

$22,500
23,000
24,000
24,000

($ 500)

(2.2%)

1,500
1,000

6.7%
4.3%

Aggregate

$91,500

$93,500

$2,000

2.2%

Plan

EXHIBIT 5
SUMMARY OF
CAPITAL EXPENDITURE BUDGET ($000's)
FOR 19xx
Authorized for Commitment

Leasehold improvements
Machinery and equipment
Office furniture and equipment
Total

November-December, 1964

2nd
Half

Annual
Total

Jan.

Feb,

March

1st Qtr.

$ 75
200
25

$ 25
400
25

$100
300
25

$200
900
75

$200
700
75

$ 300
1,400
150

$ 700
3,000

$300

$450

$425

$1,175

$975

$1,850

$4,000

https://egrove.olemiss.edu/mgmtservices/vol1/iss5/4
of

Tentative Approval
2nd
Qtr.
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PROFIT ESTIMATE ($000's)
As of December 15, 19xx

Sales
Gross
Expenses
Pre-tax profit

Per 10/1

Variance
Favorable
(Unfavorable)

Estimate
of 12/15

$100,000
30,000
15,000
15,000

S^OOOX1)
1,000 (x)
(400)(a)
600

$104,000
31,000
15,400
15,600

Note*: (1) Increase primarily due to Product C, which exceeded planned sales volume
but carries a lower than average gross profit percentage. (2) Advertising cost of fall
promotion exceeded estimates by $300,000, while research and development on Product
X exceeded plan by $100,000.

EXHIBIT 6

they must be controlled in the first
quarter as well as the last.

giving management

an accurate, updated annual

earnings forecast each
quarter, the quarterly review

minimizes requests for profit
4 4 guesstim ates. ’ ’

Nothing undermines the
planned approach quite so

much as a series of
horseback guesses.

Minimization of iguesstimates’

Once the annual plan has become
obsolete, the president must rely on
‘guesstimates” of probable results
forecast the year’s profits. Direc
tors and stockholders are forever
asking him, “What will we do for
the year?” Thus he must have some
means, whether sophisticated or
crude, of prognosticating results.
The quarterly review minimizes
requests for profit guesstimates.
This is fortunate, since nothing un
dermines the planned approach
quite so much
a series
“horse
back” guesses. Even when quarterly
reviews are utilized, the president
may still want a more precise pre
diction as the end of the year draws
near. From any standpoint, the im
portant thing is to be sure all prog
nostications are related to plan. A
sample profit forecast is shown in
Exhibit 6 above.
Other advantages

Other problems minimized by the
quarterly review include requests
for budget increases or budget
transfers resulting from organiza
tional changes. In these instances it
is very helpful to be able to say,
“We’ll have another review in about
30 days. Let’s just live with it until
then and we’ll give it full consider
ation at that time.” Account coding
and classification revisions can also
28

Provides management with a cur
rent and effective yardstick for
measuring performance,
Provides a structural basis for re
flecting policy changes that are be
yond the control of operating man
agement,
Spares management irrelevant ex
planations of variances not related
to performance of responsible man
agers,
Gives management an accurate,
updated annual earnings forecast
each quarter,
Minimizes use of “horseback” es
timates of profit,
Minimizes requests for budget in
creases and budget transfers,
Keeps planning twelve months
ahead at all times,
Provides a realistic basis for re
viewing and approving capital ex
penditures.
The greatest advantage of the
quarterly plan review is an intan
gible one that can be measured only
in the minds of managers. It is the
fact that managers are relieved of
an onerous, tedious, once-a-year ex
ercise and oriented to planning
ahead as a part of their daily busi
ness
By this approach, the plan
becomes a living, breathing, oper
ating tool that translates the cur
rent decisions of management into
action.
Management Services
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be made as of the first of each quar
ter, rather than from month to
month.
The quarterly plan review:
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